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2050 Record Keeping Requirements 

2051 

2052 


2053 


2054 


2055 


Theprovidersshallmaintain all such for at leastfiveyearsfromthe 
date of filing, or the date upon which the fiscal an statistical records were 
to be filed, whichever is later. The Division of Audit shall keep all cost 
reports, documentation thesupporting submitted by provider, 
correspondence, workpapers and other analysis supporting audits for a 
period of three years. In the event of litigation or appeal involvingrates 
established under these regulations, the provider and Division of Audit 
shallretainallrecordswhichare in anywayrelatedtosuchlegal 
proceedinguntiltheproceedinghasterminated a n d  anyapplicable 
appeal period has lapsed. 

These records of the provider shall include, but not be limited to, matters 

ofproviderownership,organization,operation,fiscalandotherrecord 

keeping federal state tax asset
systems, and income information, 
acquisition,lease,sale,orotheraction,franchise or management 
arrangement, patient service charge schedule, matters pertaining to cost 
ofoperation,amountsofincomereceivedbyserviceandpurposeand 
flow of funds and working capital. 

When the Department of Human Services determines that a provider is 

notmaintainingrecordsasoutlinedaboveforthedeterminationof 

reasonable cost under the program, the Department, upon determination 

of just cause, shall send a written notice to the provider of its intent to 

reduce payments to a 90% level of reimbursement in 30 days together 

withanexplanation ofthe deficiencies.Payments shallremain reduced 

until the Department is assured that adequate records are maintained, at 

which time reimbursement will be reinstatedat the full rate.fromthat time 

forward. If upon appeal, the provider documents that there was not just 

cause for the reduction in payment, all withheld amounts will be restored 

to the provider. 


Providersshallmakesuchrecordsavailabletorepresentativesofthe 

State of Maine Department of Human Services or theU.S. Department of 

Health, and Human Services. 


Overpayments found in audits will be accounted for on the
OA-41 no later 
than the second quarter following the quarter in which the overpayment 
was found to be valid. 

3000 ROUTINE s e r v i c e  - CAPITAL COSTS 

The "capital cost per diem rate" is determined from the sum of the following costs: 

Depreciationonbuildingsandfixedequipmentandlandimprovements,and 
amortization of leasehold improvements. 

Interest on long term debts. (Real Estate only) 

Real Estate Taxes and Fire Insurance Premiums. 

Return on equity capital for proprietary providers. 
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In cases where facilities are rented, that portion of the rent attributable to the 
above items will be substituted and includedas a capital cost. 

All capital costsfor boarding care portions of the facility areto be paid in addition to any 
ceiling established on routine service costs. Ceilingson boarding carecosts will apply to 
routine service costs only and will not effect the actual capital costs. 

3010 Depreciation. Allowance for depreciation Based on Asset Costs. 

3011Principle.Anappropriateallowance for depreciationonbuildingsand 
equipment is an allowable cost. The depreciation must be: 

301 1.I Identified and recorded in the provider's accounting records. 

3011.2 	 Based on historical cost and prorated over the estimated useful 
life of the asset using the straight-line method 

301 1.21 The total historical costsof a buildingas constructed or 
purchasedbecomesthebasis for thestraightline 
depreciationmethod.Componentdepreciation is not 
allowed except on those items listed below with their 
minimum useful lives: 

Componentslife year 20 
and Components 25Plumbing Heating year life 

Central yearAir lifeConditioning 
Elevator . year 20 life 

life year 20 Escalator 
Central Cleaning 15Vacuum Systemlifeyear 

life year 20 Generator 

3011.22Anyproviderusingthecomponentdepreciationthat 
hasbeenauditedandacceptedforcostreporting 
purposespriortoApril1,1980,willbeallowedto 
continue using this depreciation mechanism. 

3011.3Whereanassetthathasbeenusedordepreciatedunderthe 
program is donated to a provider, or where a provider acquires 
suchassetsthroughtestate or intestatedistribution (e.g., a 
widow inheritsaskillednursingfacilityuponthedeathof her 
husband and becomes a newly certified provider), the basis of 
depreciation for the asset is.the lesser of the fair marketvalue, 
or the net book valueof the asset in the hands of the owner last 
participating in the program. The basis for depreciation shall be 
determinedas of thedate of donationorthedateofdeath, 
whichever is applicable. 

1.4 on all property than301Depreciation other buildings, fixed 
equipment,landimprovements,andamortizationofleasehold 
improvements is an allowable cost subject to cost finding under 
Section 4000-Routine Services- Other Allowable Costs. 
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Special ProvisionsEnergy1.5 Reimbursement for Efficient 
Improvements 

For the Energy Efficient Improvements listed below which are 
made to existingfacilities on orafterSeptember1,1981 , 
reimbursement will be allowed based on the length of the loan 
received with the limitations listed below: 

CAPITAL EXPENDITURE 

up  to $5,000.00 	 Minimum depreciable 
period 3 years 

$5,001 .OOto $10,000.00 depreciableFrom Minimum 
period 5 years 

$10,001.OOand over 	 Minimum depreciable 
period 7 years 

The above limitations are minima and if a loan is obtained for a 
periodtime in excessoftheseminimathedepreciableperiod 
then becomes the length of the loan provided that, in no case 
shall the depreciable period exceed the usefullife as spelled out 
intheChartofAccountspublishedbytheAmericanHospital 
Association. 

The reimbursement for the Energy Efficient Improvements that 
are 100% financed will consistof reimbursement of the principal 
and interest payments, based on the length of the loan or the 
above minima.listed no are thenIfloans obtained, the 
depreciableliveswillbebased on theaboveminima. If only 
partially financed, then the interest and the principal payments 
will be reimbursed with the additional amounts. reimbursed on a 
depreciablebasislimitedtotheminimalivesasspelledout 
above. 

If the total expenditure exceeds $25,000.00, then prior approval 
forsuchanexpendituremustbereceived in writingfromthe 
Department.Arequestforpriorapprovalwillbeevaluatedby 

Departmentthe of suchthe onbasis awhether large 
expenditure would decrease the actual energy costs to such an 
extent as to render this expenditure reasonable. The age and 

of facility approvalalsoconditionthe requesting will be 

considered in determining whether or not such an expenditure 

would be approvable 


The reasonable Energy Efficient Improvements are listed below: 


1.Insulation(fiberglass,cellulose,etc.) 

2. 	 EnergyEfficientWindowsorDoorsfortheoutsideofthe 
facility including insulating shades and shutters. 
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Caulking or weather strippingfor windows or doors for the 
outside of the facility. 

Fans specially designed for circulation of heat inside the 
building. 

and burning boilersorWoodCoal furnaces (not 
fireplaces). 

Furnace Replacement burners that reduce the amount of 
fuel used. 

Enetrol or other devices connected to furnaces to control 
heat usage. 

A Device or Capital Expenditures for modifying an existing 
furnace that reduces the consumptionof fuel. 

Solar active systemsfor water and space heating. 

Retrofittingstructures for thepurposeofcreatingor 
enhancingpassivesolargain, if priorapprovedbythe 
Departmentregardless of amount of expenditure. A 

approval be therequest for prior willevaluated by 
Department on the basisof whether energy costs would be 
decreased to such an extent as to render the expenditure 

Theand facilityreasonable.agecondition of the 
requesting approval will also be considered. 

Anyotherenergysavingdevicesthatmight qualify as 
EnergyEfficientotherthanthoselistedabovemustbe 

approved Departmentthisprior the forSpecial 

Reimbursement provision.A request for prior approval will 

be evaluated to determine that the energy savings device 

is a reliable product and would decrease the energy costs 

of the facility making the expenditure reasonable
in nature. 

In the event of a sale of the facility the principal payments as 
listed above will be recapturedin lieu of depreciation. 

3012Definitions 

3012.1 Historical cost. Historical cost is the cost incurred by the present 
owner in acquiringtheasset.Thehistoricalcostshallnot 
exceed the lower of: 

3012.11 currentreproductioncostadjustedforstraight-line 
depreciation over thelife of the asset to the time of the 
purchase; 

3012.1 2 fair market valueat the time of the purchase; 
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3012.13 the allowable historicalcost of the first owner of record 
on or after July18, 1984. 

depreciation. recordingof Appropriate of3013 	 Recording depreciation 
encompassestheidentificationofthedepreciableassets in use,the 
assets historical costs, the method of depreciation, estimated useful lives, 
andtheassetsaccumulateddepreciation.TheChart of Accounts 
published by the American Hospital Association and publications of the 
Internal Revenue Serviceare to be used as a guidefor the estimation of 
the usefullife of assets. 

3013.1 	 Fornewbuildingsconstructed after April 1,1980 theminimum 
useful life to be assignedis listed below: 

Exterior 30 years 

Exterior 35 years 

Steel Frame, or Reinforced Concrete 
Exterior Masonry 40 years 

If a mortgage obtained on the property exceeds the minimum 
life as listed above, then the terms of the mortgage will be used 
as the minimum useful life. 

3014 	 Depreciation method. Proration of the costof an asset over its useful life 
is allowed on the straight-line method. 

funding required, it is stronglyof3015 	 Although depreciation is not 
recommendedthatproviders use thismechanismasameans of 
conserving funds for replacement of depreciable assets, and coordinate 
their planning of capital expenditures with areawide planning activities of 
community and state agencies. As an incentive for funding, investment 
incomeonfundeddepreciation will not betreated as areductionof 
allowable interest expense. 

3015.1 	 Replacementreserves.Somelendinginstitutionsrequirefunds 
to be set aside periodicallyfor replacement of fixed assets. The 
periodic amounts set aside for this purpose are not allowable 
costs in the expended, willallowedperiod but be when 
withdrawnandutilizedeitherthroughdepreciationorexpense 

consideringusageafter the of funds. thethese Since 
replacementreservesareessentiallythesame as funded 
depreciation the same regulations regarding interest and equity 
will apply. 

3015.2 	 If a facility is leased from an unrelated party and the ownership 
ofthereserverestswiththelessor,thenthereplacement 
reservepaymentbecomespart of theleasepaymentandis 
consideredanallowablecost in theyearextended.Ifforany 
reason the lesseeis allowed to use this replacement reserve for 
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the replacement of the lessee's assets then during that year the 

allowablelesseewillbeallowedtodepreciatetheassets 

purchased in this situation. 


3015.3 If a rebate of a replacement reserve is returned to the lessee for 
anyreason it willbetreatedas a reductionoftheallowable 
lease expensein the year reviewed. 

3016 Gains and losses on disposal of assets. Gains and losses realized from 
the disposal of depreciable assets areto be included in the determination 
ofallowablecosts.Theextenttowhichsuchgainsandlossesare 
includable is calculated on a proration basis recognizing the amount of 
depreciationchargedorassumed in a periodpriortotheprovider's 
participation in the program when the sale takes place within one year 
after termination. 

The recapture will be made in cash from the seller. During the first eight 
yearsofoperation, all depreciationallowedonbuildingsandfixed 
equipment by the Department will be recaptured from the sellerin cash at 
the time of the sale. From the 9th to the 15th year,all but 3% per year will 
be recaptured, and from the 16th to the 25th year,all 8% per year will be 
recaptured 100%. depreciationtoexceed Accumulated is 
recapturable to the extent of the gain on the sale. 

3017 Limitation on the participation of capital expenditures. Depreciation is not 
allowable with respect to any capital expenditure in plant, property, and 
equipment related to resident care, which has not been submitted to the 
designated planning agency as required, or has been determined to be 
inconsistentwithhealthfacilityplanningrequirements,orasdeemed 
necessary by the Bureauof Mental Retardation. 

3020 Purchase, Rental, Donation, and Lease of capital Assets 

3021 Purchase of facilities from related individuals and/or organizations 

3021.1 Where a facility is purchased from an individual or organization 
related to the purchaser by common control and/or ownership; 
or 

3021.2 Where a facility is purchased after April 1, 1980 by an individual 
related to the seller as 

3021.21 a child, 

3021.22 a grandchild, 

3021.23 a brother or sister 

3021.24 a spouse of a child, grandchild, or brother or sister,or 

3021.25anentitycontrolledby a child,grandchild,brother, 
sisterorspouse of child,grandchildorcombination 
brother or sister thereof;or 
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3021.3 Where a facility, through purchase, converts from a proprietary 
to a nonprofit status and the buyer and seller are entities related 

bycommoncontroland/orownership:thenthepurchaser's 

basis for depreciation shall not exceed the seller's basis under 

theprogram,lessaccumulateddepreciationrecognizedunder 

the program. Also, accumulated depreciationofthe seller under 

the program shall be considered as incurred by the purchaser 

for purposes of computing gains and applying the depreciation 

recapturerules(Principle3016)tosubsequentsalesbythe 

buyer. There will be norecaptureof depreciation from the sellar 

on a sale between stipulated related parties since no step-up in 

the basis of depreciable assets is permitted to the buyer. 


3021.4One-timeexceptiontosection3021.2.Attheelectionofthe 
seller, section 3021.3 will not apply to a sale made to a buyer 
defined in section 3021.2 if 

3021.41thesellerisanindividualoranyentityownedor 
controlledby an individual or relatedindividualswho 
weresellingassets to a"relatedparty"asdefinedin 
section 3021.Ior 3021.2 

3021.42 the seller has attained the age of55 before the date of 
such sale or exchange; and 

3021.43 during the twenty-year period ending on the day of the 
sale, the seller has owned and operated the facility for 
periods aggregatingten years or more; or 

3021.44thesellerhasinheritedthefacilityaspropertyof a 
deceasedspousetosatisfytheholdingrequirements 
under section 3021.43 

3021.45 if the seller makes a valid election to be exempted from 
the of the basisapplication3021.3 allowable of 
depreciable assets for reimbursement of interest and 
depreciation expense to the buyer will be determinedin 
accordance with Principle 3012 as though the parties 
were not related. 

3021.5Theonetimeexceptiontosection3021.2applies to individual 
owners and not to each facility. If an individual owns more than 
one facility hemustmaketheelectionastowhichfacilityhe 
wishes to apply this exception to. 

3021.6 Limitation in the application of section 3021.4 

3021.61 Section 3021.4 shall not apply to any sale or exchange 
by the seller if an election by the seller under section 
3021.4 with respect to any other saleor exchange has 
taken place. 
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3021.62 Section 3021.4 shallnot apply to any sale or exchange 
by the seller unless the seller 

3021.621 immediately after the sale has no interest in 
the nursing home (including an interest as 
officer, director, ormanager,employee) 
other thanas a creditor, and 

3021.622 does not acquire any such interest within 10 
years after thesaleofthisoranyother 
facility and 

3021.623 to file an withagrees agreement the 
Department of Human Services to notify the 
Department that any acquisition as defined 
by the section 3021522 has occurred. 

Ifsection3021.62issatisfied,section3021.1andsection 
3021.3 will also be satisfied. 

If the seller acquires any interest defined by section 3021.622, 
then pursuant to the agreement the basis will revert to what the 
seller'sbasiswouldbe if the sellerhadcontinuedtoownthe 

the paid by the forfacility, amounts Title XIX program 

depreciation,interestandreturnofowner'sequityfromthe 

increase in basis will be immediately recaptured, and an interest 

rateof nine percent per annumonrecaptured monieswillbe 

paid to the Department for sellers' use of the XIX monies. A 

creditagainstthis,oftheoriginalamountofdepreciation 

recapturefromthesellerwillbeallowedwithanyremaining 

amountoftheoriginaldepreciationrecapturebecomingthe 

property of the Department. 


3022Basisofassetsusedundertheprogramanddonatedtoaprovider. 
Where an asset that has been used or depreciated under the programis 
donated to a provider, the basisof depreciation for the asset shall be the 
lesser of the fair market value or the net book value of the asset in the 
hands of the owner last participating in the program. The net book value 
of the asset is defined as the depreciable basis used under the program 
by the asset's last participating owner less the depreciation recognized 
under the program. 

3023Allowances for depreciationonassetsfinancedwithFederalorPublic 
Funds.Depreciation is allowedonassetsfinancedwithHillBurton or 
other Federal or Public Funds. 

LEASES AND OPERATIONS OF LIMITED PARTNERSHIPS 

3024Leases 

3024.1 Information and Agreements Required for Leases. 
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If a provider wishesto have costs associated with leases included 
in reimbursement: 

3024.11 A copy of the signedleaseagreement is required. 

3024.12 An annual copyof the federal income tax return of the 
lessee will be made availableto representatives of the 
State of Maine Departmentof Human Services or the 
U.S. Department of Health and Human Servicesin 
accordance with section 2050. 

3024.13 If the lease is for the use of a building and/or fixed 
equipment, the articles and bylaws of the corporation, 
trust partnership orindenture, agreement,limited 
partnership agreement ofthe lessor is required. 

3024.3LeaseArrangementBetweenIndividuals or OrganizationsNot 
Related by Common Control or Ownership. 

The allowable cost between two unrelated organizations is the 
lesser of: 

3024.31 The actual costs calculated under the assumption that 
the lessee and the lessor are related parties; or 

3024.32 The actual lease payments made by the lessee to the 
lessor. 

If the cost as defined in section 3024.32 are less than 
thecostsasdefinedinsection3024.31,thenthe 
differencecanbedeferredtoasubsequentfiscal 
period.If in alaterfiscalperiod,costsasdefinedin 
section3024.32exceedcostsasdefinedinsection 
3024.31,deferred maythe costsbegin to be 
amortized.Amortizationwillincreaseallowablecosts 
up to theleveloftheactualleasepaymentsforany 
given year. These deferred costs are not assets of the 
provider for purposes of calculating allowable costs of 
interestorreturn of owners'equity,andexceptas 
specified,donotrepresentassetsthataprovideror 
creditoraprovider claimaof may monetary 
obligation from theTitle XIX program. 

3025SaleandLeasebackAgreementsandRentalCharges.Rentalcosts 
specifiedinsaleandleasebackagreementsincurredbyproviders 
through selling physical plant facilities or equipment to a purchaser not 
connected with or related to the provider, and concurrently leasing back 
the same facilities or equipment, are includablein allowable cost if these 
conditions are met: 

3025.1Therentalchargesarereasonablebasedonconsiderationof 
rental charges or comparable facilities and market conditions in 
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thearea,thetype,expectedlife,conditionandvalueofthe 

facilities or equipment rented and other provisions of the rental 

agreements; 


3025.2 Adequate alternate facilities or equipment which would serve the 
purposes are not or were not availableat lower cost; 

The was andleasing technical3025.3 based on economic 
consideration. If alltheseconditionsare not met,therental 
chargecannotexceedtheamountwhich the providerwould 
have included in reimbursable costs, had he retained legal title 
to thefacilitiesorequipment,such as interestonmortgage, 
taxes, depreciation, insurance and maintenance costs. 

3030 InterestExpense 

3031Principle.Necessaryandproperinterest on bothcurrentandcapital 
indebtedness is an allowable cost. 

3032Definitions 

3032.1Interest.Interest is thecostincurred for theuse of borrowed 
funds. Interest on current indebtedness is the cost incurred for 
funds borrowed for a relatively short term, usually one (1) year 
or less, but in no event more than fifteen (15) months. This is 

for purposes as working forusuallysuch capitalnormal 

operating expenses. Interest on capital indebtednessis the cost 

incurredforfundsborrowedforcapitalpurposes,suchas 

acquisition
ofand andfacilities capitalequipment, 

Generally, for purposesimprovements. loanscapital are 

long-term loans. Except as providedin subsection 3036, interest 

does not include interest andpenaltiescharged for failureto pay 

accounts when due. 


3032.2 Necessary. Necessary requires that the interest: 

3032.21 Be incurred on a loan made to satisfy a financial need 
of the provider. Loans which result in excess funds or 
investments would not be considered necessary. 

3032.22 Be reduced by investment income except where such 
income is from gifts and grants, whether restricted or 
unrestricted,andwhichareheldseparateandnot 

with funds fromcomingled other Income funded 

depreciation is not usedto reduce interest expense. 


3032.3 Proper. Proper requires that interest: 

3032.31 Be incurred at a rate not in excess of what a prudent 
borrower would have had to pay in the money market 
existing at the time the loan was made. 
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